This debt sustainability analysis (DSA) 
1.
Congo's stock of external debt has continued its upward trend since the extensive HIPC/MRDI debt relief in 2010. Congo reached the HIPC Initiative Completion Point in January 2010. This resulted in estimated total debt service savings of US$1.9 billion, and a decline in gross public external debt to just over 20 percent of GDP at end-2010 (from about 55 percent of GDP in 2009) (See Press Release No. 10/20, January 28, 2010). However, the estimated external debt stock at the end of 2014 amounted to around US$4.9 billion, up from US$2.4 billion in 2010. 2 The debt-to-GDP ratio increased steadily over the past 3 years, reflecting new borrowing, notably large disbursements under bilateral loan agreements with China, contracted between 2006 and 2014. 3 Bilateral creditors currently comprise nearly two-thirds of total debt (see Table 1 ). Domestic public debt is relatively low at around 5.4 percent of GDP at end-2014 and consists mostly of domestic arrears. The bulk of domestic arrears involve pension arrears and unpaid social benefits which started accumulating after the liquidation of public enterprises in the past as employees may not have been rightfully terminated. 
2.
The sustainability of Congo's external debt should be assessed in the context of the country's sizeable financial assets ( Table 2 ). The government gross debt to GDP ratio increased in 2014 reflecting continued borrowing on concessional terms, the terms of trade loss from the sharp decline in oil prices in the second half of 2014 which limited nominal GDP growth, as well as debt valuation changes from the depreciation of the CFAF relative to the dollar. While a substantial amount of buffers were used during 2014, gross reserves at about 45 percent of GDP at end-2014 remain sizable. Moreover, the government's total deposits while lower than in 2013 remain fairly sizeable partly owing to the government drawing on statutory advances to the tune of 5.5 percent of GDP. As a result, total government deposits at end-2014 are equivalent to about 89 percent of the net present value of gross external public debt. 
3.
There is a need to strengthen public debt and asset management. 5 The August 2013 IMF public debt management technical assistance needs assessment mission highlighted the need to : (i) strengthen the legal and institutional framework to cover the entire process of issuing and managing debt; (ii) develop a medium-term debt management strategy and enhance transparency in debt management; (iii) introduce a formal framework for managing the government's cash flows; and (iv) strengthen the staff analytical capabilities with respect to managing the public debt.
UNDERLYING ASSUMPTIONS

4.
The medium and long-term macroeconomic framework underlying the DSA is consistent with the baseline scenario presented in the Staff Report for the 2015 Article IV Consultation. The main assumptions and projections for key macroeconomic variables are summarized in Box 1. Economic activity in the near to medium term is expected to reflect developments in oil production and prices. Oil production is expected to reach peak production of 5 The Congolese authorities are receiving ongoing technical assistance from the IMF's Monetary and Capital Markets Department to strengthen debt management. 
5.
Assumptions regarding external borrowing have been largely maintained compared to the macroeconomic framework underpinning last year's DSA (see Table 3 ). As in last year's DSA, the debt profile reflects not only already committed loans, but also the authorities' medium term borrowing plans taking into account their commitment to fiscal consolidation. New gross external borrowing over the medium term (2015-22) is expected to total around US$3.3 billion. It is assumed that Congo continues to obtain external financing on highly concessional terms, in line with the agreement signed with China in 2012. The degree of concessionality is assumed to lessen after 2025. Compared to previous DSAs, the grant element remains unchanged at about 48 percent reflecting 5 years of grace period, 20 years maturity and low interest rate on loans.
6.
Under the baseline, the current account balance is expected to be negative over 2015-16, but to turn positive in later years. These developments are mainly driven by the lower international oil price, the investments in the oil sector that result in an initial upward trend in imports of goods and services, and developments in oil production. The Moho Nord deep offshore field, developed by Total jointly with Chevron and SNPC, is expected to attract around US$10 billion of foreign direct investments over 2013-16. Also the recent discovery by ENI of the Nené-Banga and Litchendjili offshore fields is expected at its peak to further add over 140,000 barrels per day to oil production. These two fields will reach their full production potential in the period 2017-18, when Congolese oil production is expected to peak. Considering the current highly uncertain conditions in the mining sector, the start of mining production is projected to be delayed until after 2021. The commencement of production on large mining projects is dependent upon the removal of significant sector-specific infrastructure bottlenecks in transportation, the financing of which is being hindered by the uncertain outlook for the global market for iron ore. In the long run, as oil exports decline and non-oil export receipts fail to compensate for this loss, additional financing would be needed. The present DSA assumes that the financing gap after 2025 is filled on concessional terms, although with a lower grant element than that under the current Chinese loans. Oil production and prices: Annual oil production is projected at around 92 million barrels in 2015 and expected to peak at 128 million barrels in 2018. Based on official projections, production would steadily decline over 2019-34, to about 13 million barrels in 2034. International oil prices dipped significantly in the latter half of 2014 and are expected to stay depressed throughout 2015, affecting overall nominal GDP in this year. Following projections in the IMF's World Economic Outlook, international oil prices are projected to increase from their 2015 low by an average of 5 percent over the period until 2020; thereafter, they are assumed to remain constant in real terms.
Inflation:
Annual average inflation decelerated to 0.9 percent in 2014 from 4.6 percent in 2015, largely on the back of lower food prices. In the medium term, inflation is projected to stay below the CEMAC's convergence criteria of 3 percent.
Current account balance:
Current account fluctuations are driven by the dynamics of exports and imports in the oil and in the public sectors. The balance is expected to trend positive as oil production increases up to 2018; the upward trend of the current account balance is expected to be reinforced by declining government imports associated with the expected fiscal consolidation. As oil production declines after the peak in 2018, it is expected that the current account will revert to a small deficit in 2020.
Fiscal balance:
With the government already holding back capital expenditures for priority projects in 2015, the baseline projections assume that fiscal consolidation continues in 2016 and continues in the medium-and long-terms. The basic non-oil primary deficit on a cash basis would narrow from about 46 percent of non-oil GDP in 2015 to about 18 percent in 2020 and close to zero in the long run. Staff's projected fiscal outturn implies under implementation of the approved 2015 budget. A supplementary 2015 budget has been approved by the cabinet and is awaiting formal ratification by parliament.
External financing:
In the medium term, the authorities are assumed to continue to borrow externally at similarly concessional terms as in the recent past. In 2014, an additional CFAF 313 billion (about US$ 630 million) was disbursed under the terms of the bilateral agreements with China, implying that the funds available under these accords have been fully disbursed. This is assumed to be followed by additional borrowing over the period 2015-22 to the tune of another US$ 3.3 billion from various sources. These disbursements would contribute to address Congo's infrastructure gap.
In the long run, external borrowing is expected to decline as a percentage of GDP, with primarily domestic sources ensuring the development of the long run capital stock. The concessionality level is expected to lessen after 2025.
DEBT SUSTAINABILITY ANALYSIS
C. External DSA
7.
Under the baseline, all Congo's debt indicators, except the PV of debt to GDP ratio, are below the relevant country-specific debt burden thresholds (Figure 1 ). The joint Bank-Fund debt sustainability framework (DSF) for low-income countries classifies Congo as a "weak" performer, based on the quality of the country's policies and institutions as measured by the 3-year average of the ratings under the World Bank's Country Policy and Institutional Assessment (CPIA). This is reflected in lower debt sustainability thresholds compared to countries operating in a strong policy environment.
7 For 2015-16, the PV of debt to GDP ratio breaches the policy-dependent indicative threshold, mainly reflecting the impact of lower international oil prices on Congo's economy.
8.
Three of the stress tests breach significantly the indicative threshold ( Figure 1 ). Standard bound tests that examine the implications of various shocks to the debt and debt-service paths based on the country's historical volatility result in sharp increases in the debt burden indicators. For the PV of debt-to-exports ratio and the debt service-to-exports ratio, the most extreme scenario is associated with a shock to exports. 8 A decline in exports to a level equivalent to one standard deviation below their historical average in the first two years of the projection period would cause the present value of debt-to-exports ratio to rise by about 170 percentage points at its peak. Similarly, the present value of the debt service-to-exports ratio would rise by 18 percentage points at its peak, in response to the same shock. For the remaining indicators, the most extreme shock is also the exports shock. In response to a half standard deviation shock to exports, the PV of the debt to GDP ratio would rise by about 40 percentage points at its peak and remain above the critical threshold throughout the forecast horizon. For the remaining indicators, the most extreme scenario either implies a temporary slight breach (the present value of debt-to-revenue ratio) or a persistent breach of (the present value of debt service-to-revenue ratio) the respective threshold.
9.
The breach of the policy-dependent PV of the debt to GDP ratio threshold in 2015 and 2016 under the baseline together with multiple breaches of the thresholds under the stress tests would give rise to a downgrade of Congo to a "high risk of debt distress." Under the historical scenario, which derives the debt indicators assuming that key variables are at their 10-year historical averages, the present value of debt to GDP and the present value of debt-to-revenue ratios decline very rapidly. However, as pointed out in previous DSAs, this scenario is less relevant for resource-rich countries since past trends are likely to be a poor predictor of future outcomes.
10.
A debt sustainability analysis that takes into account Congo's sizable government deposits at the regional central bank would suggest that Congo could be classified as at "moderate risk of debt distress (Figure 3) . Here, Congo's significant accumulated deposits at the central bank mitigate the degree of debt distress. 9 They permit the reduction of the present value of
Congo's debt obligations, such that the present value of the relevant net debt stock and net debt service ratios remain comfortably below the debt burden thresholds under the baseline. In this analysis, however, there continue to be sustained breaches of the thresholds under the stress tests.
A DSA analysis that takes into account Congo's deposits abroad would further support the proposed moderate risk of debt distress rating.
D. Public DSA
11.
Adding domestic public debt to external debt does not change the results of the analysis (see Figures 2 and 4 ). Congo's domestic public and publicly guaranteed (PPG) debt includes domestic arrears. 10 Under the baseline, the total public debt indicators tend to diminish over time. However, the potential evolution of the public debt ratios carries a warning regarding the present expansionary stance of fiscal policy. Under the alternative 'fix primary balance' scenario, under which the primary balance is unchanged from 2015 onwards, all public debt ratios increase significantly going forward. Regarding the stress tests, the most extreme shock (in this case real GDP growth in 2016-17 set at one standard deviation below its historical average) raises the PV of debt to GDP ratio in the outer years (from 2019) of the projection period, and stabilizes at this level. A permanently lower GDP growth would have a similar, albeit somewhat smaller, effect on the present value of the debt-to-revenue ratio. The accumulation of official foreign reserves, which in the case of Congo is significant due to previous years of high primary surpluses, can be regarded as a buffer against these potential shocks.
AUTHORITIES' VIEW
12.
The Republic of Congo's authorities broadly concurred with the overall assessment of moderate risk of debt distress. They reiterated their commitment to prudent fiscal policy that should help to alleviate their financing needs as well as to preserve the government deposits at the central bank that would provide a buffer against adverse shocks. The authorities also reaffirmed that they do not want to repeat the experience from the beginning of the 2000s, when debt exceeded by far the CEMAC convergence criteria. They assured staff of their plans to continue to borrow only on highly concessional terms. Finally, and in light of the ongoing run of lower international oil prices, the authorities' strategy continues to center around economic diversification.
CONCLUSION
13.
In the Staff's view, the Republic of Congo faces a medium-term moderate risk of debt distress. An analysis of net debt that takes into consideration the government's large deposits at the regional central bank finds that all external debt indicators are well below the country-specific indicative thresholds under the baseline scenario but three of these thresholds are breached for a sustained period under the various standard stress tests. In view of the persistent low oil prices and decline in fiscal and external buffers, Congo may resort to external borrowing in the near future. It is therefore important for the government to anchor macroeconomic policies by a stability oriented medium-term fiscal framework that targets a reduction of the non-oil primary fiscal deficit and to maintain gross official reserves above five months of prospective imports of goods and services to support the exchange rate peg and to prepare for the post-oil era. The pattern seen in the last 3 years with respect to external borrowing underscores the constrained capacity to finance large infrastructure projects. Since we expect this trend to continue, new borrowing contracts should reflect similar concessional terms as the recent ones in order to maintain debt sustainability.
14.
Improving competitiveness and promoting economic diversification are keys to increasing resilience to exogenous shocks. As the DSA indicates, Congo's debt ratios appear to be most sensitive to swings in exports. Given the high concentration and vulnerability of the economy to downward movements in oil prices, broadening of the economic base by enhancing the development of the non-oil sector would reduce the volatility of exports and would strengthen the debt service capacity of the Congolese economy. In this regard, efforts toward improving the business climate with assistance from the World Bank should help strengthen competitiveness and boost growth. In the same vein, in addressing Congo's weak physical and human capital, priority should be given to making electricity supply more reliable and competitive, and to enhancing the quality of transportation services and of the labor force.
15.
Focusing on policies to strengthen public debt and asset management and institutions could enhance the Congolese authorities' capacity to manage debt and fiscal policies. In the DSA framework, this would raise the Congolese economies' debt-carrying capacity, by raising the country's CPIA rating. Moreover the development and integration of the regional debt market within the CEMAC area would broaden the menu of options to manage the Republic of Congo's financing needs. The issuance of government securities would also provide an alternative means of financing but would hinge on the strengthening of institutions and analytical capacities. 1/ The most extreme stress test is the test that yields the highest ratio on or before 2025. In figure  b . it corresponds to a Exports shock; in c. to a Exports shock; in d. to a Exports shock; in e. to a Exports shock and in figure f. to a Exports shock. Historical scenario Most extreme shock 1/ Baseline Threshold 1/ The most extreme stress test is the test that yields the highest ratio on or before 2025. In figure  b . it corresponds to a Exports shock; in c. to a Exports shock; in d. to a Exports shock; in e. to a Exports shock and in figure f. to a Exports shock. 2/ Net debt is calculated by subtracting USD 2.46 billion of government deposits held at the regional central bank from future debt service payments. 1/ Includes both public and private sector external debt. 2/ Derived as [r -g -ρ(1+g)]/(1+g+ρ+gρ) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and ρ = growth rate of GDP deflator in U.S. dollar terms. 3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes. 4/ Assumes that PV of private sector debt is equivalent to its face value. 5/ Current-year interest payments divided by previous period debt stock. 6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability. 7/ Defined as grants, concessional loans, and debt relief. 8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt). Change in public sector debt 1/ [Indicate coverage of public sector, e.g., general government or nonfinancial public sector. Also whether net or gross debt is used.] 2/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period. 3/ Revenues excluding grants. 4/ Debt service is defined as the sum of interest and amortization of medium and long-term debt. 5/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability. 
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